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Method for incentivizing customers to confirm advance 
meinuu purchase orders 

Field of the Invention 

This inven«on relates generally toame*odfor-,ncen.Knzingacustoa,er.o 

confirm an advance purchase order from a manufacturer. 
Background of Uie Invention 

cost-perfomnance of the fuel - ^ ^^..^^ „3^3. 

oppol^y cost, pKX-uct dev.opment ris.. volume puroha.ng ™m suppliers 
„ risKandfinandalrlsKnotadequatelyovercomebyexIstingmethods. 
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Summary of the Invention 

„ is an object of the invention to provide a rapid commeroiaiization 

' :r;::rJrpraseorder3inaavanceotde,ive.ott.epr..c. 

" Therefore, according to one aspect of the invention, there is 

provided a .ethod of obtaining an advance irrevocabie purchase on^er 
,0 Labuverforaproductorserviceofa— o.urer,co.pns,n. 

a issuing to a buyer a right to obtain a selected number of warrants of 
rZuLrer When the buyer pieces a revocable purchase order 
Jore the start of a ves«ng period for a seiected number o 
plots or services, the number of obtainable warrants be,ng 
related to the size or value of the purchase order; 

.seningastriKephce for the warrants before the start Of the vesting 

period; 

0. reducing the number Of Obtainable warrants as time elapses during 

the vesting period; and 
d. granting a seiected number of warrants to the buyer at the sMKe 
price When the buyer irrevocably conflrms the purchase of at east 
part of the purchase order before the end of the vest,ng penod the 
umber of granted wan^nts being related to the Size orvalue of* 

purchase order that Is irrevocably conflnned and be.ng up to «,e 
25 number of remaining obtainable warrants. 



increase the manufacturers share pnce, ther ^ 

placing an advance purchase order. 

The number of obtainable warrants can be reduced to zero at the en^^^^^^ 
• H Also the number of obtainable warrants can be reduced 

buyer. , 

order with the manufacturer. 

The warrant strIKe price can be the sharB price o, the manufacturer at the 

warrant strike date. 

.i«a, purchase order agreement can he executed the buyerah^^ 

::aCteo,reduc«on>nobtainah,ewarrantsduringthevest,ngper,od. 

..pos«canberece.edtro.thebu.rat.e^^^^^^^ 
confirms at least part of its purchase order. Tt«s pro^^ P 
manufacturers commercialization efforts. F"*", the 
Of warrants .n be issued t^ the buv. onivw.ent.b^^^ 

revocable purchase order above 



Brief Description of Drawings 

F,.e 1 IS a « Chart i„u« .he steps in a business method 
5 according to one embodiment of the invention. 

Fioure 2 is a chart of a customer order book used in the method illustrated 
,,jr«loustomersiand)areshown*respectivebrea.^^^^ 

of monetary value of all purchase orders. 
" c- a representation of a warrant allocation function used in the 

price and capital gain potential are shown, 
customer i. 

P,ure 5 is a p^ess «ow chart showing the warrant process for a jth 
customer. 

Fiaure 6 is a process flow chart of a relationship between a public 
companrlrreplrting a*.ies and a customed purchase de.s,ons 
demonstrating a positive feedback phenomenon. 

Hgure 7 is a process flow chart of a simplified embodiment of method 
Steps by the manufacturer. 

ngure 8 Is a diagram of a net cost analysis process for a customer i 
before a customer i commits showing a cost savings SI 
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Figure 9 is a diagram of a net cost analysis process for a customer i after 
feedbacKthatacustomericomm^sshowingacos. savings S2 greater than S1 

Detailed Description of Embodiments of the Invention 

According to one embodiment of the invention, a business process is 
p^ovide' : Jis applicable to companies wbose stocK is 
Ise intention is to go public, and in a spe.al case, compan^s a.eady a.ng 
publicly traded stock. Customers of such companies may enter ,nto a purchase 
origreement and be incentivized to con^rmfui, or partial persons of an oM^^^ 

for futi delivery of a product or service, in order to generate revenue for he 
1" d ilase the unded^ng value of the company. Such an ,ncen,.e 
may be a grov.h incentive, such as a warrant issued at the -cep^on of me 
^rlse order agreement, w«h nth order of reverse vesting penods typ,cal,y 
following IPO or liquidity of the company's stock. 

The participants in the business process include a buyer and a 
manufacture For the purposes of this descripfcn, a buyer means a po en^l 
an e.^^^^^^^^^^ 

Itllre^s product. A manufacturer is defined in this descnpt,on as *e 
:C,rl P">a-s the p^duct being sold or a provider corporation ,n he 
".ices. The manufacturer entity is also .ferred fo also as the ,ssuer or 
issuing company in this description. 

To reduce nsk to the buyer, the buyer is invited by the manufacturer to 

•place a purchase order for the manufacturers product or j ~ J 
Lp-oduct or service'splanneddelK,ery date, wherein the purchase o«ler,sfo^^^ 

evocabie without penalty or cost fo the buyer before the planned dei.ery date. 
C e incentive to the buyer to irrevocably confirm the buyers purchase 

J, the manufac^rer provides an incen«ve in the form of a "^^^Z 
selected number of warrants (-Obtainable warrants-) of the manufacturer ataset 
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.anufaCu^r goes pub«c. p«>V.ded *at 7;3;g eriod .ypica.,y 

purchase order «it«n a predef,r,ed vestng p n ^ T^.^ ; ,3„„ed 
starts at the date the revocable order .s placed. ar,d typically 
5 product delivery date range. 

waiting to purchase those same pro ^^^^ ^^^^ 

^ •. A Durchase commitment can occur when me ^ 

opportunity cost A p rchas 

perceives the net cost of making a purcna 

than the net cost o, maKing that P^^" ; perceived 
happen, the value of the offsetUng tangible asset must exceed 

opportunity cost, 
of a lower net price than a later purchase commitment. 
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in this business process, the offsetting tangible assets take the fom, of 
watrants, which a,e allotted to the customer upon receipt of an initial revocable 
Zchaseoraer,s). Since the ,ni«a. purchase oraer is revocable wn outrno^^^^^ 

cost or penalty to the customer, K creates an oppo,tun«y for the ^stomen 
without obliga«on or risk. Opportunity w^hout risK provides an appeal.ng va, a 
Iroposit^n to the customer, and henc., should be saleable. The manufac^^ 
etLnes the strike phce of the obtainable warrants, at the t,me of ,s n h 
purchase agreement. For the case of issuing a revocable P.O. P- » « 
public Offering (IPO, the sthKe price may correlate to share value at *e t me «f 
issuing the purchase order, or alternatively share value at or ,ust pnor to he IPO. 
; : aJrnate process of issuing a revocable P.O. after the IPO, the stnke 
price would be the current share price of the manufacturer. The met od s 
optimized When the strike price is maintained to maximize realizable ga,n for the 
customer, hence issuing the revocable P.O. prior to IPO Is p-efe^ed. 

To motivate the buyer to confim, the buyers purchase order sooner rather 
than later, the value of the incentive decays with «me: the number of obta.naMe 
warrants decreases over a reverse vesting period typically defined as the pe od 
, ZL the manufacturers initial public offering date and the end of the vestng 
period. 

warrants vest with the buyer when the buyer irrevocably confimis at least 
par. of Its order during the vesting period; the number of warrants vesting ,s 
,5 ted to the Size of the purchase order that is conflrmed. When the buy 
■ conf,n.sallofHspur.haseo,derbeforethestaHofthereversevest,ngp^^^^^^^^^^^^^ 
Of the obtainable warrants vest wHh the buyer. However, should the bu e 
conflm, the buyers purchase order during the reverse ves«ng penod, he 
maximum number of vesting warrants cannot exceed ''^'^^^^ ^"^2 
30 Obtainable warrants. Therefore, the buyer is motivated to confim, the buyers 
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period. 

behaves in a way that future prices can be modelea by a p 

, purchase on^er agreement between the buyer and — 
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X ell^ .a«e. powered pacKs for wNC .e oap«a. ana op.at,n. costs 
5 are well characterized. 

For this descnp«on, a revocable purchase order is defined as an 
11 that can be deemed revoked without penalty, cost or obl.gafon to the 
rrrrelt the custo.. has not vo^ntahiv r^oved ^e. 

,0 conditions associated wfth risks and reliability of the pK>duct a d standard 
:lss cond^ons of performance and solvency of the man— The 
^vocable purchase order becomes irrevocably binding when, pnorto the end o 
Tvlng pedod. the customer agrees in wrHing it is oorr><^-^^^ ^^^^ 
cenain subject conditions described in the revocable purchase orde . Su ed 

, : ionslavinoludebutarenotrestrictedtoacceptablewar^^ — 
oustomersitetesting.andvar.a«onofp,oposedva,uepropos,.,onof.heproduC 

or service. 

Referring to Figure 1. the dates of certain steps carried out in business 
.e J? holn in relation to certain milestone events of the manufacture 
At method starts at date 100 v^hen the buyer places a revocable 
ol a d — a purchase order agreement. The manufacturer 
in.al public offering a. date 10. which starts the revere vest,ng 
period as set out in the agreement. The vesting penod en s at date 1<M, ^ 
.edefined in the agreement. The vesting period 112 ,s ^^"^^^^^ 
Leen dates 100 and 104-, the -Ve^J^ /^^s 
purchase order during the vesting penod 112. The reverse P 
Shown as the period between dates 1 02 and 1 04. The warrants e p re at a d^e 
06 as predefined in the agreement; the exercise period is thus defined as the 
period between the vesting date of the warrants a,^ the warrant expira d. 
06 The graph 116 illustrates the decay of obtainable warrants dunng the 
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• H . oercentaqe of the initial number of obtainable 

to, may extend beyond the warrant expiry date 106. 

Referring to Figure 2. a graphical breakdown of a manufacturers 

purchase orders. The mone ry breakdown, for customer I 

orders (or porttons) are shown on the Y-axis wiin a , ,„rt P O are 

and cutomeri. The terms purchase order and purchase agreemen^andP^a 

used intorchangeabiy with the same meaning. For customer 1, the P.O. s a^ 
p^ irivocabie orders 12a represen«ng conr,m,ed orders on the bo om^ 
. ^th fraction being considered for -ocabie — 

.sting,, foik^wed by the 

i a n t ye iJed any of its purchase order. Note that the p.c.ss o 
— n pennits fractions of the doiiar amount of P.O.. (or port,ons, to be 
confimied irrespective of number of units of products. 

Pigure 3 Shows a warrant aliocation funcUon that caiculates the number of 
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obtainable warrants). 

The capita, gains potential granted to the customer«mewa^^^^^^ 
1 ne capiid y k revocable P.O. whose total value of 

cost savings by conflrming an order by a specfic t,me. Ti,e outcom 

process described in Figures 3a-c is: 

a revocable P.O. for Niunte at a price of Pn from customer,, 

obtainable v^arrants to customerlatadetem,ined strike pnce value. 
This is a purchase order maximang process, such that the number o, 
increases as the magnitude Of the initial revocable purchase order(s).ncreases. 
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volumes required by the manufacturer to produce lower cost systems, an 
example is a $25 million order threshold to receive the incentive rights. 

The function described in figure 3 results in a process for allotment of 
obtainable warrants, as shown in Figure 4. The process is started in step 20, and 
a customer discloses demand for a number of units in step 22. Note for the 
purpose of this example, the demand number is fixed for the purpose of setting a 
fixed price, however it will be evident to a skilled person that the demand can be 
varied over time or over multiple products, and still be covered by the scope of 
the invention. Based on an ith customer wanting number Nl units, the 
manufacturer determines the Pn price per unit in step 24 by performing a 
calculating step 26. The estimation of forecast price per unit volume is common 
in industry and depends on multiple variables specific to a future product 
including demand, expected innovation, mari<et conditions, materials cost 
forecast, yield and reliability, and development time etc. Based on infomiation 
from the above steps, the manufacturer in step 28, executes a revocable P.O. 
with the ith customer for Ni units at Pn unit price. Concurrently in steps 30 and 
32, K number of warrants are allotted as a percentage of the value of the P.O. as 
defined by Ni x Pn, for example 10%. In one embodiment the expected future 
value of the warrants is equal to the P.O. value virtually eliminating risk of 
financial loss by the buyer. The process is tenninated at step 34. Each buyer 
who participates goes through this process and receive a corresponding 
allotment, until the allocation is used up. 

The warrants available to an individual customer, (considered to be 
iteration j for this example), are determined by a wan-ant vesting and reverse 
vesting process. The warrant vesting process causes wan-ants to vest to the 
customer when some fraction of the Customer's Revocable P.O.(s) is confimned. 
The larger the fraction of the P.O. irrevocably confirmed on any given date within 
the term of the vesting period, the greater the number of warrants that vest. Over 
the reverse vesting period (e.g. between the IPO date and the end of the vesting 
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period), there may be a plurality of segmented periods, such as quarter years, 
and the number of obtainable wan-ants are reduced per segmented period to 
provide the time-sensitive incentive, with a corresponding "rate of reduction" as 
shown in table 1. The Reverse Vesting Process Wan-ants reverse vests, or 
5 retums to the manufacturer's treasury, some fraction of warrants that have not 
yet vested. As more time elapses, more warrants reverse vest. All remaining 
warrants reverse vest at the end of the term of the P.O.. and the process 
tenninates. 



Vesting per 
$1M 

Quarter confirmed % vested 



01 


15,000 


100 


02 


14,000 


93 


03 


13.000 


87 


04 


12.000 


80 


05 


11.000 


73 


06 


10.000 


67 


07 


10,000 


67 
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Table 1 Example of vesting for reverse vesting segmented periods post- 
IPO 

Purchase agreement example terms are 15,000 warrants for every $1M in 
15 purchase agreements for confirmations before IPO and post-IPO with a schedule 
of reverse vesting as shown in the table, the wan-ants expire in 5 years (creating 
time value). 

The process in figure 5 shows the start to finish process of warrant 
20 utilization for a jth customer iteration following allocation of obtainable warrants 
and IPO of the manufacturer. The wan-ant allocation process from Figure 4 is 
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shown as step 40. then the iterative process starts 44. beginning with a customer 
j in step 48 and starting a custonfier jth process (shown in Fig 6) where the 
obtainable warrants available to the customer j are calculated in step 96 of Fig.6. 
and customer] makes a decision to confirm an mth portion of the P.O. Based on 
the confirmation decision, the number of vested and reverse vested warrants is 
known. The method retums to step 50 at the end process for this iteration for 
customer j. and the information on warrant utilization is input to a decision step 
52 to determine if there are available warrants for future vesting. If there are, the 
next customer number is advanced in step 54. This process can be repeated 
many times for each customer interaction. When all allotted wan-ants for all 
customers are utilized or reverse vested, the wan-ant utilization process ends in 
step 56. 

The feedback mechanism between realizable gain to the customer and 
stock value requires various calculations and inputs to the participants as shown 
in Figure 6. The principle of the methodology will be described and then the steps 
in the figure. 

As the manufacturer's stock price fluctuates in a public market, so will the 
price of its warrants. At some point, a rising intrinsic value of obtainable warrants 
will, for some customers, create the perception that an early purchase 
commitment has a higher probability of a lower net price than a future purchase 
commitment. Under such circumstances, some of these customers will make an 
irrevocable purchase commitment for some selected fraction of their total 
purchase order. The time dependent reverse vesting of the wanrants means that 
the net purchase price is lower,' the earlier the commitment is made. This 
provides customers an incentive to act sooner rather than later. 

Irrevocable confirmation of significant customer orders ensures future 
revenue for the manufacturer, and helps to establish market leadership and 
improves economies of scale - all of which implies future growth in revenue and 
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profitability. Implied future growth in revenue and profitability increases the 
manufacturer's underlying business value. The increase in the underlying 
business value has the effect of increasing the value of the manufacturer's stock 
price (since stock price correlates to underlying business value). An increase in 
the manufacturer's stock price increases the intrinsic value of the manufacturer's 
warrants allowing a positive feedback process. 

Referring to Figure 6, the process is considered for the case of the 
manufacturer company having gone public and a customer who has not 
confirmed all obtainable warrants prior to the current segmented period. For such 
a customer j, the feedback process can consider to start at step 60. where the 
manufacturer company reports standard material financial information relating to 
market capitalization, shares outstanding, and warrants status on a regular 
reporting period, for example quarteriy. Other external market data affecting the 
companies business, such as the price of hydrogen may be input from step 62. 
The reporting process also includes step 64, reporting the complete customer 
order book showing status of confirmed and unconfirmed order value, requiring 
publicly disclosing the manufacturer's orders. This may be reported on the same 
time period as step 60 or at more frequent intervals through publicly accessible 
information. A public market for the shares responds in step 66 to the 
information from the previous steps as well as mari<et demand, and determines a 
current share price in step 68. 

The share price is input to step 70, a market for the manufacturer's 
warrants. Again, other market data 72 may be an input to the wan-ant market. 
The warrant market 70 determines a current warrant price in step 74. The 
wan-ant price includes an intrinsic value and a time value. For example, a warrant 
with strike price $10 could have current net present value NPV ($54) and a time 
value ($30) both of which can be calculated from standard fonnulas such as 
(Black-Scholes) and providing appreciable gain to the customer. In this 
embodiment, the expiry date of the warrant is substantially after the end of the 
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vesting period, which avoids negative feedback by eliminating time pressure to 
exercise the vested warrant. 

A series of steps (92, 94. 96. 98) represent determination of the number of 
warrants vesting for customer j for a mth order portion, for current and remaining 
reverse vesting segmented periods, as a necessary input to customer j warrant 
valuation. Data required for the manufacturer company's vesting process in step 
94. may include but is not restricted to the following of step 92; 

I. Current date 

II. PO issue date 

III. PO expiry date 

IV. Value of the P.O. 

V. Value of the mth fraction of the P.O. 

VI. Warrants allotted for the P.O.. 

Typically, only value of the mth fraction of the PO (V), warrants allotted 
(VI). and the current date (I - to determine reverse vesting segmented period) 
affects the determination of number of warrants vesting. The value of the PO 
must also be above a minimum threshold to receive any warrants. 

The larger the mth fraction of the P.O. irrevocably confirmed on any given 
date within the reverse vesting segmented period, the greater the number of 
warrants that vest. For confirmed orders after the IPO, the later the current date, 
the larger the amount of reverse vesting penalty per segmented period. The 
vesting and reverse vesting conditions described, are provided to the customer at 
issuance of the purchase agreement, to allow the customer to make financial 
calculations independently. In one embodiment, the earlier that P.O. issue date 
is. the greater the allocation of obtainable wan-ants value, either by increased 
percentage K of allotment number or in a reduction of reverse vesting. 

The next step 96 indicates the warrants available to customer j. Typically 
this can be calculated by customer j using the conditions in the purchase 
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agreement, or provided by the issuer to the customer j upon request. The 
customer j plannir,g to make a mth fractior, of a P.O. confirmation in each of the 
remaining periods, can oalcuiate in step 98 the number of warrants vesting due 
,0 the conflrmaflons. The inputs from steps 74 and 98 are provided to step 76. 
which multiplies the current warrant value 74 to each current and remaining 
wanant and in step 78, sums the total to produce a realizable gain from each 
segmented period based on irrevocably confirming the mth fraction of the P.O. ,n 
each of the remaining N segmented periods. The net realizable gain is the sum 
of each realizable gain in the reverse vesting segmented periods for the planned 
confirmations and is input to step 82 for net cost analysis. 

AS described earlier, the loss in value associated with committing to 
purchase products (that can't be delivered for several years) today, rather than 
waifing to purchase those same products on the open martlet in several years, 
defines the opporiunity cost. The opportunity cost is derived by each customer, 
based on their perception of future cost savings from delaying commitment. Step 
80 shows customer j's pen:eptton of the opportunity cost as input to the 
customer's net cost analysis in step 82. 

cost Savings S = G (realizable gain for the current period) - Opportunity 



cost. 



Typically, S is positive when the realizable gain offsets the opportunity 
cost Since realizable gain decreases with each reverse vesting segmented 
period. If the stock price stayed constant, S would decrease and become 
negative in future reverse vesfing segmented periods. However, due to the 
invention methodology, the stock price is coupled to the underiying value 
represented in the total customer orders and will typically increase as more and 
larger mth order portions are confirmed through the reverse vesfing segmented 
periods so S will vary accordingly and not decrease as with time. Step 84 
represents the output S of calculatton 82 which inputs to a customer decision 
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process 88, along with o*ar externa, factors 86 such as available cash, trial 
validation etc. 

The customer may decide to either conflm, the mth portion of the P.O. or 
teke no action in which case the available warrants for the current segmen ed 
period reverse vest to the issuer. When the customer confim,s the order, the 
conesponding available warrants vest and can be exercised or redeemed on a 
date L «.e compan/s IPO date for shares, and issued from the manufactu e 
corporate treasu^. Typically, this wiil result in no change to fuiiy diluted marke 
capitai^tion as the allocation of customer warrants was preferably made by the 
manufacturer pre-lPO, but results in a material change to the trad,ng shares 
outstanding. The outcome 90 is input back into the public company report 
updating shares outstanding, reverted warrants and additions to customer order 
book, customer i returns to the warrant utilization process in Fig 5 ,n step 50. 
The process is repeated for a Jth.1 customer who will now respond to the 
updated infom,atlon from customer j. it is expected that multiple customers w,ll 
.ake confimiation decisions at different times or concurrently with each other 
Available tr.nsac.ion processing and netwodung capability already provdes n ar 
real-time reporting and quotes for existing mari<ets and can simila y ^ adap^ 
,0 receive and provide necessary updates based on time of arnval rule for new 
infom-ation from customers and the issuer. Furthem^ore, all matena, change 
reporting in the process is harmonized wUh appropriate secunties regulations 
governing the mari<ets (such as from the SEC). 

The pracess has described how an increase in share price results in an 
increased customer cost savings when the corresponding order is confirmed ,n 
the current reverse vesting segmented period, which incentivizes customers to 
confirm orders in this period, which is reported back to increase the underiy,ng 
business value of the manufacturer, creating a feedback process. 



Share price .c S =c Increased Probability of confirming P.O. 
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Confirmed P.O. value «c share price 

The net present value (NPV) of the manufacturer value is proportional to 
the value of confirmed orders, and should correlate to public stock value after the 
IPO This allows for a correlaSon and feedback between the incentive and eady 
commitment on the part of the customer. The more value the customers order, 
the more the value of the stock rises. 

The process provides low risk and flexibility in that the customer can 
confim, portions of a purchase o«ier dollar value while waHing for perceh,ed nsk 
or opportun«y cost to be reduced, or confirm the entire amount at any .,me or 
confim, no orders With no f,nandalobliga«on. The use of multiple reverse ves ng 

segmented periods (example 7 quarterly periods) allows for iterat,ve valuation 
decisions and flexibility by the customer, while derating through small changes ,n 
share value, which are acceptable for public mari<ets and major shareholders, in 
one embodiment, the segmented periods overiap with prototype product 
validation, for example, for fuel cell power packs used to power fort^lift vehicles 
where the validation risk and opportunKy cost decrease as perfom,ance and cost 
data is verified. Such prototype product validation may be conducted on 
individual customer s«es to prove specific value targets. Following vahdaton, 
product deliver commences after a period of time set in the revocable purchase 
order and may also extend over a set completion of delivery period s,m,lariy 
agreed in the purchase agreement. The planned product delK,ery date as 
provided in the revocable purchase order, may occur before, at or after the end 
of the vesting period and is not restricted, although a date range may be agreed 
with the customer to set unft pricing. Upon delivery and satisfactory performance 
per the purchase agreement, the customer pays the agreed price per delivery, to 
the manufacturer. 

,n another embodiment of the invention, the available incenfive value is 
reduced or eliminated if the customer starts a commercial r^lattonship wrth a 



) 



19 



compefflor to .he manufacturers p^duct offering. The purchase agreerne t 
incudes a term detailing elimination or reduction in the customers nghts to 
Obtain wan^nts upon occurrence o, such competitor business^ A commerce 
relationship may include requests for quote, product testing and validation, ,o,nt 

5 ventures, or disclosure of pricing targets provided by the manufacturer. 

Due to the necessity for releasing customer order status followrng IPO of 
«,e manufacturer to provide suitable infom^ation, an embodiment of the invention 
includes clauses in the purchase agreement authorizing pem,ission from the 
customer for the issuer to disclose order infom,ation as a condition to rece,v,ng 

10 the incentive rights. 

The following is an example of application of the business method for sale 
of a fuel cell po«.er pack for electric foridms. The example is derived using 
standard financial valuation formulas such as discounted cash flow, and shows a 
,5 Significant market captelization of the manufacturer, at relatively low market 
penetration of confirmed orders. 

Financial model Assumptions: 

a) Initial purchase orders for $500 million of fuel cell power packs 
0 units have been irrevocably committed prior to 2006. 

b) Sales volumes and revenues in 2007 and 2008 are based on 
the delivery of these pre-sold units. 

c) Pre-sold unrts comprise a reasonable 1% of a specific 
application market of power supply to electric lift trucks and 
0.3% of the total application market for the fuel cell system 
power pack supply. 

d) Valuation of the manufacturer is based on 15 X EBITDA 
(eamings before interest, taxes, depreciation etc) and 15% 
discount rate, and a 50% ownership of the joint venture. 
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Date of 

irrevocable 

Confirmation 


Manufacturer 
Market Cap 
($M) 


Share 
Price 


Wan-ant 

Strike 

Price 


Warrant 
Intrinsic 
Value 


Warrant 

Time 

value 


Warrant 

Total 

value 


Of P.O. 














02 2005 
04 2006 


$1,866 
$2,336 


$54 
[$67 


$10 
$10 


~p4 
$57 


$18 
$13 


$62 
$70 
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Table 2 Valuation of shares and warrants based on method of the 
embodiment 

Therefore as observed in Table 2. the result of the embodimerr. method is that 
he value of the — Cu.r results in a s^nificant marKet cap,ta„zat,on 

le o the undertving business value of the — orders and the — 
value of the wan^ntsdemonstratesalarger "in the money" ga,n for the earlier Q2 

2005 confinnation, than for the Q4 2006 confimiation. 

Referring to Fig. 7, a manufacturer can motivate buyers to conflm, their 
„„.nW purcJ orders by regula.y pubiicly repo.ng the man— s 
existing purchase orders, which is expected to increase the value of *e 
Tal cL^s stocK. The resulting increase in stocK price will mot,vat he 
::;lcon«m,moreo.theiruncon«m,edpu.haseordersino^ertove.th^ 

warrants, which can then be exercised at the sthKe pHce for shares a^e 
then sold for profrt (assuming of course that the strike pHce ,s lower than the 
Z1L at the exercise date). The public reporting of these con«s . 
rexpectea to further Incase the value of the manufacturers stoc « 
motivating more purchase o«)er conflm,a«ons. resulting in a ■pos,t.e feed 
phenomenon". The process shown in Figure 7 Is again for the conditions of the 
Tn Jacturer company having gone public and a customer who has not conf,m,ed 
all obtainable wan-ants prior to the current segmented penod. 
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m step 200, rights to obtain warrants are allocated to a customer m 
exchange for a revocable purchase order for a future product delh,ery, with t,me- 
dependent subject conditions upon irrevocably confirming a portion of the o^er. 
The subject conditions include vesting and reverse vesting processes, including 
5 anumber of revere vesting segmented periods, vesting and reverse vesting 
amounts in each segmented period and expiry date. A strike price for the 
warrants is set before the start of the vesting period. 

The customer warrants available for vesting are detemiined in step 210, 
,0 as previously described as a pe«:entage of the fracttonal PO value. The vested 
warrants are then granted when the customer confirms the fractional PO valu^ A 
key step is described in 220, of notifying participants and public investors of the 
total customer order status, such that the status infom,ation can be included ,n 
mari<et assessment of the underiying business value. The manufacturer has 
,5 controlovertheseS steps, which represent the core methodology of the business 
process in Ks simplified embodiment described by Figure 7. The outcome of the 
steps in Figure 7, allows a positive feedback mechanism between total customer 
confimied orders and individual customer realizable gain from available warrants, 
increasing the incentive for customers to confim, orders and investors to increase 
20 perceived valuations of the manufacturer's equity stock. 

The operation of the business pmcess is illustrated in Figures 8 and 9 to 
show two detemiinattons of cost savings S that demonstrate the positwe 
feedback phenomenon described in Figures 6 and 7. The Figures 8 and 9 are 

25 again for the starting conditions of the manufacturer company having gone 
public and a customer who has not conflm^ed all obtainable warrants prior to the 
current segmented period. A graph of reverse vesting segmented periods versus 
value IS shown. The pre-reverse vesting period represents pre-lPO or public 
liquidity, in this period any vested warrants cannot be executed per the conditions 

30 in the purchase agreement. The current segmented period is shown next ,n time, 
fdlowed byn segmented periods of reverse vesting. For «.e example of Table 1. 
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there are sever, reverse vesting segrr-ented periods each a quarter yearior,g. At 
the end of the final segmented period, all obtainable warrants are expired. The 
negative value of the Y-axis represents an offset realizable gain for each 
segmented period for the mth fraction of the P.O. under consideration by the 
customer i, and is observed to be greatest in the current segmented period and 
decreasing to zero at the end of the vesUng period. 

The bars represent the net cost to the customer for an mth portion of the 
P O and include a cost at expiry (or "end of vesting period") component 340 and 
an opportunity cost 310 as previously described. For the purpose of this 
illustration, the opportunity cost 310 is constant In each segmented penod. 
however ft may be variable and decreasing over time. 

The cost at expiry 340 represents an upper net cost limft for conflmring an 
order As can be observed, before the first segmented period ("P-B-IPO" in this 
example) the net cost is greater than the cost at expi^ due primanly to the 
opportunity cost 310. In the current reverse vesting segmented period, the net 
cost is now offset by a realizable gain g, which reduces the net cost to below the 
cost at expiry 340, creating a cost savings SI (320) as per the fomiula described 
eariier. Wrth each consecutive segmented period the cost savings SI decreases 
and becomes negative as the realizable gain decreases as shown. 
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Figure 8 and 9 represent two different scenarios of the iterative process of 
Figure 6 Figure 8 is at a time prior to another customer I confim^ing an order. 
Figure 9 is at a time after another customer 1 has confimned and reported the,r 
confimiation in the public reporting process, and the market has updated to a 
corresponding increased current share price. Therefore, in Figure 9. the 
realizable gain 400 is greater than the realizable gain 330 in Figure 8 and the 
cost savings 41 0 S2 is increased due to the addftional offset caused by customer 
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rs o^ier. Similarly, the iterative feedback proces. of F'^ure 6 then cor,tinues 
forward with a h1 customer following the Jth customer irrevocable order. 

AS opportunity cost is a perceived value detem,ined by the customer only, 
« is desirable to find an upper limit on the cost for showing feasibility of the 
process. The opportunity cost is shown in the equation below, to never exceed 
he current product purchase price, provided the product technology ,s useabte 
and not obsolete at the time of delivery, obsolete being defined for this purpose 
as unable to meet operable customer perfom«nce requirements. 

The opportunity cost function is given by, 

Opportunity cost = Today's Purchase Price x (n-1)/n; 
Where n = (Today's purchase price) / (Future purchase Price) 

The asymptotic opportunity cost function has a value that can never 
exceed toda/s purchase price. Therefore when the value of the capital ga,n 
Offsets the purchase price entirely, the incent^e value and limited maximum nsk 
Should be suitable to incentK,fee the customer to confim, all orders, or remainder 
20 of purchase order. 

An illustrative example; 

Today's purchase price = $10,000; 
Future purchase price (5 years) = $1 .000 
25 n=10and; 

opportunity cost = $10,000 x (10-iyiO = $9,000. 

,n this example the customer is passing up $9,000 in value at a delivery 
date of 5 years in the future, requiring a signfficant incentive to confirm orders 
30 with today's purchase price. 
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,n an alternate embodiment of the invention, options a-« used in place of 
war^nts and the issuer detem,ines in advance of iPO, to create a poo, of 
available shares for the customer conversion process. 

,n an alternate embodiment of the invention, a third party acts as the agent 
of the issuer to provide the Issuer functions described herein In exchange for a 
percentage or fee. 

,n an alternate embodiment, warrants may be transferred to other 
customer participants within the same condfttons, to create an exchange market, 
while meeting all SEC regulations concerning such transfer. 

AS such a method for incentivizing customers to confim, advance 
purchase orders is described. In view of the above detailed description and 
associated drawings, other modifications and variations will now be<^me 
apparent to those skilled in the art. It should also be apparent that such ot er 
modifications and variations might be effected wKhout departing from the sp,nt 
and scope of the present inventton as set forth in the claims that follow. 
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